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Mepiinym

To ypnuatiomplo cvvaAdaypatos 1| Forex eival pla amokKevTpwUéV
TAYKOOUL Qyopd UE HECO TMUEPNOLO OYKO GUVAAAAYWV 5 TPLOEKATOUULPIWV
SdoAapiwv (iForex, 2018). INa va mapapeivouv emikepSels ev H€ow AQUGTNPWYV
TIEPLOPLOUWY OTIG GUVAAAAYEG KOl KAVOVIOUWV, Ol eTalpeieg Forex mpémel va
EMAVESETACOVV TNV ETLXEPTUATIKI] TOUG GUYKPOTNON, cupmepliapfavouévou
TOU HAPKETIVYK, TNG SLA@NULONG, TNG VOpoBesiag, TwV oCUVOAAXYWV Kol TWV
OTATIOTIKWV AVOXAVCEWV.

Ma va moapapeivouv kepdo@opes, oL etalpeleg Forex mpemel va
«avamTOEOVV  EVEPYA EOWTEPIKA OIKTLUA HECWV  EMKOWVWVIAG KAl Vv
eykaB18p0OoOVY AUTOUATOTIONUEVEG XOAVEG UAPKETWVYK [..] OXL pOVO Yyl va
HELWOOUV TO KOOTOG, 0AAX KL Yl v SLao@aAlcouy Tnv TANpN THPNon Twv
kavoviopwv» (Angel Broking, 2018). H amoteAeopatikny xpnon Twv pHECWV
ETMKOLVWVIAG UTTOPEL VA TIPOAYEL TNV EIKOVA TIOU £XOUV Ol KATAVAAWTES YLOL [Lo
etalpeia Forex, evw ypriowua epyoreia 1otooeAibwv pmopolv va avéjoouvv
UETATPOTI] TOU EMIOKETTN O€ TMEAATN, KABWG kat TN Saxpovikn ofia €vog
EMEVEUTI] CLVOAAQAY®V YLX TNV ETALPELA.

Q¢ ek TOUTOV, N ETAPIKN LOTOCEAISA €lval €va amd To TLO ONUAVTIKA
epyareia onuepa, 6xL povo otn Blounxavia tov Forex, aAdd otig emiyelpnoets. Ot
loTooEAISEG  elval KAEWS( Yy TV TpooéAkvon Kot Slatnpnorn meAateiag. M
LOTOOEAISQ TIPETIEL VA TIPOCPEPEL OTOVUG KATAVUAAWTEG EVUKOAT TAONYNON, KAAO
oxebla0oUl, TOLOTIKO TEPLEXOUEVO KAl ML KOAN eUTEpla Yyl TOv Xpnotm
(WebpageFX, 2018). H onuavtikn €peuva oXETIKA HE TNV TEXVOAOoyla 1}/KaL T(
XAPAKTNPLOTIKA TTOV B CUUTIEPIANPOOVV O Ll ETALPLKY LOTOCEAISQ, UTopEl va
Kavel pa etapeia Forex va Eexwploel wg nyEtng ¢ Bopnyaviag.

Zt0X0G aQUTOU TOU £€pYou elval 1 avaTTLEN UG GUYXPOVNG LOTOCEAISHG
emevbvoewv FOREX, pe ypnon Ttexvoloywv Touv Oa oOTOXEVOLUV OTO VA
TPOGPEPOLV SLAPOPETIKEG ETMEVOVTIKEG EVKALPIEG 0E CUVUAAXYUATIKEG LOOTLIEG,
oL oToieg ev Suvapel Ba evioxVouv TNV TPOGEAKLOT Kal Slatripnon SuVNTIKWY

KATOVAAWT®V TNG LOTOCEAISAG. ZTOX0G TNG LOTOGEAISUG EIVAL VX ETIITPETIEL GTOVG
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XPNOTES VA ETTWPEAOVVTAL ATIO TIG EMEVSUTIKEG EVKALPLEG IOV TIPOKVTITOVV ATIO
QAAQYEG OTIG TIAYKOGLEG CUVAAAXY LA TIKEG LOOTLULES.

‘Exoupe avamtiiel pua €pevva ylux va SLEPEVVIICOVE KABE TUNUA NG
etalpelag Forex, wote va pabouvpe to TpoPfANHATA  KAL TN XPNOLUN
AELTOVPYIKOTNTA TNG LOTOOEAISHG TIov Ba pumopovcoav va avénoouvv tn {)tnon
TWV KATAVOAWTWOV KAl Vo KAvouv TNy umnpecia roboadvisory meplocdtepo
Snuo@un xat kepdoopa. Ta amoteAéopata ™G epevvag Ba Bonbrioovy oty
QVATTUEN HOVTEAWV oLUVOAAQYWV TOU Ba TPOPAETOUV TIG CUVOAAXYUATIKEG
tootipies. Ta poviéda cuvardaywv roboadvisory Ba dnuiovpynBolv kat Ba
SoklpaoToVv otV LoTooeASa Yo va SlamioTwOel av TPoceAKVOLV TIEPLOTOTEPN
meAateia Kot Oa Snuovpynbolv ATMOTEAECUATIKA HOVTEAQ TO OTIOLX UTTOPOVV VA

XpPNoLpomon 0oV amo TIG ETALPELES Yo TNV aAvEnon TG KepSo@oplag.
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Summary

The foreign exchange, or Forex, is a decentralized global market with an
average daily trading volume of 5 trillion dollars (iForex, 2018). To stay
profitable amid strict trading restrictions and regulations, Forex companies must
review their business setup, including marketing, advertising, legislation, trading
and analytics.

To stay profitable, Forex companies must “develop active internal media
networks and establish automated marketing funnels [...] to not only reduce
costs but also ensure full adherence to regulations” (Angel Broking, 2018).
Effective media use can promote consumers’ perception of a Forex company and
useful web tools can increase conversion as well as a trader’s lifetime value.

A company website is therefore one of the most important tools, not only
in the Forex industry, but in business today. Websites are the key to attracting
and retaining clientele. A website should offer consumers easy navigation, good
design, quality content, and a good user experience (WebpageFX, 2018).
Significant research into technology and/or features to include in a business’s
website can set a Forex company apart as an industry leader.

The aim of this project is to develop a modern FOREX investment website
using the technologies geared towards providing different investment
opportunities on exchange rates that will potentially enhance the attainment and
retention of potential website consumers. The goal of the website is to enable
users to capitalize on investment opportunities arising from changes in global
exchange rates.

We developed and administered a questionnaire to 174 males age 18 to
35 living in Europe and Asia to learn of issues and useful website functionality
that will increase consumer demand and make the roboadvisory service more
popular and lucrative. The survey results will help develop trading models that
forecast exchange rates. Roboadvisory trading models will be created and tested
on the website to see if they attract more clientele, and effective models will be

created which can be used by companies to enhance profitability.
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Chapter 1

Introduction

1.1.1  Whatis online trading?

For years, people have depended on banks and financial institutions to
regulate foreign exchange rates. Typically, if someone wanted to trade, they
would call their broker to obtain advice on what deals to make, and an
investment would be made. However, with the growth of the Internet, brokers
are being replaced with online trading platforms. Online trading has become a

very real and viable way for investors to take control of their trading efforts.

According to iForex, “online trading is basically the act of buying and
selling financial products through an online trading platform. These platforms
are normally provided by internet based brokers and are available to every

single person who wishes to try to make money from the market” (iForex, 2018).

In comparison to classic forms of trading through brokers and financial
institutions, there are many benefits consumers attain by trading online. Online
trading allows the investor to trade when they want with the ease of their
computer or phone; more profit can be attained as less fees are charged by
online brokerage companies than physical brokers; there is a single platform
from which to research and trade as compared to performing separate research
before trading; and online companies offer more detailed reports with better

recommendations for choosing stocks (Angel Broking, 2018).
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Although the Foreign Exchange or Forex industry has seen tremendous
profit, in recent years, profits attained by online trading companies have
dwindled because of tighter bank regulation, the fading emerging market boom,
and secular slowdown in world growth and trade. Because of this fact, the
competition to attract and attain consumers has never been so high. Online
trading companies have to continue to develop websites to offer cutting edge

online trading platforms in order to have an advantage over competitors.

1.1.2 Why trade based on the exchange rate?

In order to attract customers, Forex companies must adapt to current
regulations. For the investment and finance companies, this will undoubtedly
require the use of artificial intelligence (Al) technologies to help make trading
decisions in order to stay profitable and in compliance with the vast library of

finance laws and regulations.

One exciting area of opportunity is the exchange market because the
concept of trading on the Forex is straightforward. Exchange rates change daily
and it is simple to buy and sell different currencies through roboadvisory in
order to seek to make a profit. Forex is also one of the least volatile financial
markets, with movements between currency pairs changing by 1% or less daily
(Murphy, 2017). The Forex market is characterized by extreme liquidity and
availability of enormous leverage to increase the value of potential movements.
Because the fluctuations are so low on a daily basis, roboadvisory can help
identify short- and long-term trends and make lucrative sales, making the market

movements lucrative for investors.

Ideally, with the successful utilization of roboadvisory in the exchange
rates sector to increase a company’s overall profitability, companies can increase
their product offering by adding additional investment markets to their product
offering - more volatile markets including ETFs, stocks, etc. Success using

roboadvisory to trade based on the exchange rate can increase the company’s
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overall profitability and serve as a blueprint or framework for all future

roboadvisory services in various investment domains.

Roboadvisory can help companies adapt to current regulations as well.
The fact that the markets are changing and regulations are becoming more strict
means that automated services such as roboadvisory may be a huge boon for
these companies. The European Securities and Markets Authority, or ESMA,
recently announced that they will reduce leverage for contracts of differences
(CFDs; ESMA, 2018). Google, which runs a major marketing operation, has
announced the same restrictions on financial products (Spencer, 2018). Such
regulations will require an eye to the subtleties of the market. Computerized
methods such as roboadvisory which can take the complicated regulations into

account to ensure compliance with them in making investment decisions.

1.2 What is a website?

With the internet’s ability to connect companies with vast amounts of
people, there is unlimited potential available for a company to maximize profit.
In the world of online trading, the internet’s wide reach is what keeps many
companies not only surviving, but thriving. Since individuals have broken away
from depending on brokers employed at financial institutions to perform trading
practices, investors now rely heavily on highly engineered trading platforms and

websites to successfully trade and make a return on their investment.

One of the most important tools used in marketing within the Forex
industry is a company’s website. The website is a necessity to become an
authority figure, not only in the financial sector, but in business today. It should
offer consumers easy navigation, strong photo images, professional quality

content, and an overall experience that inspires people to stay with a company

(WebpageFX, 2018). When it comes to the Forex arena, websites are the key to

attracting and retaining clientele and therefore significant research of what
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technology or features to include in the website is the key to distinguishing a

Forex company as an industry leader.

Examples of web wealth management and finance tools include the
finance website Betterment. Betterment has a new feature that can both
determine and deduct a reasonable monthly withdrawal for a consumer seeking
to build up a savings. Consumers can input their life expectancy and risk
tolerance into the Betterment website, and it will recommend a savings plan for
them based on these factors, and can deposit money from a Betterment account

into a savings account based on these calculations (Lieber, 2014).

While different from conventional finance websites which offer real-life
wealth management, roboadvisory services offer a low-cost wealth management
option. Roboadvisory is a type of wealth management platform that is
automated, low-cost, and occurs through mobile or web platforms (Epperson, et
al., 2015). Once users sign up for a roboadvisory service, they can input their
risk-taking profile, and thanks to the use of advanced algorithms, the
roboadvisor can offer Al-driven investment portfolios to choose from. As its
name indicates, roboadvisory is entirely automated and can be done without
human involvement (Epperson, et al, 2015). Roboadvisory may present a
particular advantage for millennials and Generation Z because these age groups
may want to adopt investing as a hobby, but do not have the desire or time to

learn the rules of trading themselves (Dixon, 2016).

Just as websites like Betterment can help consumers save money, Forex
web tools may be able to make investment recommendations through
roboadvisory in a similar fashion. A recent report by the consulting firm Deloitte
has analyzed over 70 roboadvisors that may drive the change to computerized
wealth management. While human wealth managers have dominated the
investment landscape for decades, roboadvisory may be able to cater to a larger
swath of the population due to the lower cost involved in roboadvisory

compared to traditional wealth management programs (Deloitte, 2016a). Even
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in the short period of time that roboadvisory has been a wealth management
option, it has offered tremendous progress, and there is untapped potential
within the roboadvisory industry to better and more effectively serve the finance

market.

A website offers a service to consumers, but can also be a look inward at
consumer behavior patterns. Especially from a marketing perspective, a website
can also act as a tool to research consumer behaviour. Website analytics can
capture information such as who is visiting a business’s website, which pages are
visited, how the visitor found the website, and annual company sales made
through the website. Smartly integrating sophisticated marketing software
within the website can give great insight into how investors use the website to
trade, and can ultimately provide powerful data analytics and bring profit to an

online trading company (WebpageFX, 2018).

1.3 What is digital marketing?

A recent study by Nielson and the Association of Canadian Advertisers
found that half of all advertising professionals are downsizing the amount of
money spent on TV advertisements in order to re-allocate their marketing

budgets towards digital marketing (Nielsen, 2016).

Digital marketing is the marketing of products using digital technology,
using the internet, mobile phones, display advertising and any other digital
medium. [t constitutes several channels that help to boost the profit margin of a
brand by targeting the right consumers at the right time. These include affiliate
marketing, display advertising, email marketing, social media marketing, game
advertising, and video advertising. Because it is important for the purpose of this
study to fully comprehend how each of these venues can be adapted towards the
Forex industry, each digital marketing channel - affiliate, display, e-mail, and

social media - is reviewed in further detail.
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1.4 Affiliate marketing

“Affiliate marketing is the process of earning a commission by promoting
other people’s (or company’s) products. You find a product you like, promote it to

others and earn a piece of the profit for each sale that you make.”

Affiliate marketing involves a merchant, or the creator of a product or
service, and the affiliate, who can be a single individual or an entire company

responsible for marketing the product or service of the merchant or creator.

An affiliate marketing network can also exist, in which the network is
responsible for and oversees the transactions between consumers and affiliate

individuals or companies (Patel, 2018).
1.5 Display Advertising

“Display ads are the boxes on websites that are obviously advertising.
They can be along the top of web pages such as the traditional banner ad, or the
larger text billboard; they can also be videos. These types of ads appear on

distinct sections of the site that are specifically reserved for paid advertising and

are aimed at generating a quick conversion” (ClickZ, 2015).

According to Forrestor research, conventional online display advertising
will suffer in comparison to mobile, video, and social media advertising. The
research firm predicts that online display advertising through social media

platforms will increase by 70 percent by 2021 (Marketing Land, 2017).
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1.6 Email Marketing

Email marketing is the use of email to develop relationships with
potential customers and/or clients. It allows businesses to keep their customers

informed and tailor their marketing messages to them.

“The two big advantages of email marketing are price and ease. Emailing
is an inexpensive way to advertise your company and its products and/or
services compared to many other types of marketing. It's also extremely easy to

set up and track an email marketing campaign, making it a very accessible type of

marketing for small businesses” (Ward, 2018).

1.7 Social Media Marketing

“Social media marketing, or SMM, is a form of internet marketing that involves
creating and sharing content on social media networks in order to achieve your
marketing and branding goals. Social media marketing includes activities like
posting text and image updates, videos, and and other content that drives
audience engagement, as well as paid social media advertising” (Social Media
Marketing for Businesses, 2018). As mentioned previously, many companies will
invest money to exploit this venue of marketing. Social media marketing is
predicted to bring in a very significant amount of revenue for companies as
social media sites such as Facebook, Twitter, and Instagram surpass other types
of media content in terms of popularity.

Affiliate, display, e-mail, and social media marketing are all part of and
can be instrumental to driving people to a Forex company’s website to sell its

products and achieve a good return on investment.

The right marketing efforts and an effective and efficient website have

become a necessity for the any Forex company to differentiate itself and to gain
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market share. According to the Cyprus Securities and Exchange Commission
(CySec), 248 domain names are registered and regulated by them. And this

number is growing (Cyprus Securities and Exchange Commission, 2018).

The following chapter will review the research on the effectiveness of
different marketing trends and how they can be applied to gain traction within

the Forex industry.
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Chapter 2

Strategy Analysis

This section will analyze the wealth management and roboadvisory markets with
the objectives of (1) identifying the main market segments that can be targeted
by the roboadvisory business of the Company and (2) estimating the potential

revenue stream for the Company.

2.1 Strategy summary

Wealth and asset management is a big business, involving more than
3,300 companies worldwide and employing over 500,000 full time people. The
value of global Assets under Management (AuM) reached $69.1 trillion at the end
of 2016 and is expected to rise to $101.7 trillion by 2020 according to
PricewaterhouseCoopers (PwC). Technology has shifted the approach of nearly
every industry over the past decade, and the field of wealth management has not
been immune to technological influence. The rise of the robots - the
roboadvisors - is shaking up this once complacent industry. Deloitte has
estimated that the roboadvisory market alone will exceed $3.5 billion in 2020,

and rise to over $16 trillion in 2025 (Deloitte, 2016b).

Historically, investment management was the purview of the wealthy.
Roboadvisors, which use computer programs to provide investment advice
online, make automated portfolio management accessible, affordable and

convenient, with fees less than half of those of traditional managers and low or
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no minimum investment. These newer services will surge, managing as much as
$2.2 trillion in the United States alone by 2020, according to consulting firm A.T.
Kearney (Epperson, et al., 2015).

However, while roboadvisors offer cheap and transparent advisory
services, they are compromised by providing ready-made, standardized, non-
interactive, investment advice. This is a serious handicap that limits the appeal of
the service to the main target market: the younger, tech savvy individuals that
are the natural clients of the new service. This generation of “digital” natives is
likely to dominate the future clientele base of roboadvisors and, ultimately, of all
wealth managers. Therefore, companies seeking to capitalize on this consumer
demographic must seek to develop better-tailored roboadvisors which are more

interactive to increase consumer engagement and boost clientele and profits.

As such, we believe there is a gap in the current roboadvisor market:
there is a need for an “interactive” product that involves customers in the
investment process and creates a deeper, more satisfying experience. We believe
that this type of product plays well to the strengths of Forex companies and that
the first company able to develop a substantially improved product to fill this gap

is likely to enjoy a significant competitive advantage.

Roboadvisory is increasingly becoming a competitive business. In the last
few years, a number of industry giants, such as Vanguard and Schwab, have
entered the market, lured by the potentials of this fast growing industry.
However, the analysis of the current roboadvisory market reveals that the
intensity of competition differs greatly according to different geographic areas:
while there is intense competition in the United States, the market is still

relatively untapped in important regions such as the European Union and Asia.

While in the West, asset managers increasingly worry of losing market
share to roboadvisors, Asian asset managers barely had a chance to serve as

intermediaries in the first place: the market skipped directly into the digital
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stage. Largely, this resulted from a generational “wealth inversion”: the best-paid
workers in China tend to be younger, the first big generation of white-collar
workers. They are much more likely to be willing to trust online platforms to

manage their money.

Competition in the roboadvisory landscape is also changing rapidly. The
initial “stand-alone” business model of nimble, start-up companies offering
exclusively roboadvisory services is becoming increasingly challenged by high
staff and marketing costs, and major consolidation and shakeout is very likely.
Forex companies that have expanded in the roboadvisory space are becoming
dominant in the market thanks to their existing client base and economies of
scales in marketing, staff, information technology (IT) and compliance

infrastructure.

The investment process of most existing roboadvisors is basic,
standardized and non-interactive. In a typical investment process, a client visits
a website where he or she can answer some questions (this is also called the
“Know Your Client” or KYC step). Based on the client’s answers, the system
generates an investment strategy. This strategy can contain stocks, foreign
exchange, cash, etc. After the onboarding process, which includes the website
registration and the KYC step, the client can deposit funds and start their chosen

strategy. An example onboarding process for the website Motif

(https://www.motifinvesting.com) is illustrated in Figure 1.
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What is your investment experience?

Figure 1: Client onboarding for Motif, a roboadvisory website.

The gap in current roboadvisor strategies is that the KYC step is very
straightforward and does not provide any specialized information that would
make the roboadvisory service particularly appealing to young digital natives
who would be most likely to use the service. There is potential for Forex
companies to fill the “gap” with a substantially improved product. The main keys
to an improved, distinctive offering are:

1. Exploit the gap in the current robo market to develop an innovative product
with an enhanced investment process and customization features;

2. Focus on fast-growing, low competition geographical markets such as Asia,
where most Forex companies are already strong and can leverage their
experience and existing customer base;

3. Since costs and profit margins are key, develop a systematic strategy to:

a) Reduce costs by leveraging and marketing to the existing infrastructure and

customer base; and
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b) Keep management fees low to attract investors, but maximize margins by

generating additional revenues through customization and add-on features.

Offering advanced customization in client portfolios can bring substantial
advantages, including additional sources of revenue through trading and the
acquisition of valuable information on customers. This information on the
clientele can be used in advanced marketing and developing a more targeted
offering. Having a part of the portfolio that is fully customizable can also open a
full range of opportunities for “social investing”, including, for example, sharing
portfolios, tips, and investment discussions with friends. As demonstrated by the
recent trends in social media and social investing, this has great potentials for

generating “network effects” and attract new clients.

The overall strategic objective should be to build a “simple but scalable”
offering: a simple, robust & reliable product and features at the start, to reduce
time to market. The product should be vastly scalable to be able to (a) rapidly
expand the offering and (b) swiftly counteract the potential offerings and

improvements from the competition.

The Budget section summarizes the expected budget requirements and
the estimated financial projections for the business. While accurate forecasts are
difficult in a novel and fast growing industry such as roboadvisory, the overall

conclusion is that the project has the potential to be very valuable.

Planning is important, but feedback and practical monitoring are also key
during the implementation phase. In the budget section, we also conduct a
sensitivity analysis to identify which key variables and performance indicators
we should monitor to measure how effective we are in achieving our objectives

in practice.

Initial investment requirements are limited, and there is a considerable

upside potential: a successful roboadvisory product can generate a stable and
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sizable revenue stream and offer an attractive diversification from the current
Forex companies’ reliance on the Forex business. However, international
competition is becoming more and more intense, and the gap is closing. In Asia,
the most promising (and underserved) market, heavyweights such as the Ant
Financial-Alibaba group and the China Merchants Bank have announced the

intention of developing a roboadvisory offering within the next 12 months.

2.1.1 Strategic area of interest: Asia and China

Asia and, in particular, China, are of particular interest for this study as
most of the Forex Companies has a significant presence and customer base in
Asia and (b) this is the market with the most potential in terms of prospective

clientele for the roboadvisory business.

The Asian market is one of the most promising for wealth management
with assets posed to overtake Europe in 2019, according to the Boston
Consulting Group (see Figure 3).
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Figure 2: Global AuM growth Source: Beardsley and colleagues (2017)
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Figure 3: Regional Trends in AuM Growth
Source: Beardsley and colleagues (2015)

This regional trend is of particular importance for the roboadvisory
business of a forex company: in Asia, where High Net Worth (HNW) clients are
younger and more tech-savvy, almost one third of clients are looking for an

automated advisory product (Lakhani, et al., 2017).

In the West, asset managers increasingly worry of losing market share as
investors migrate to online methods of wealth management. In China, asset
managers barely had a chance to serve as intermediaries in the first place; the
market skipped directly into the digital stage. In large part, this resulted from a
generational “wealth inversion”: the best-paid workers in China tend to be
younger, the first big generation of white-collar workers. They are much more
likely to be willing to trust online platforms to manage their money. “In America

people love technology, too, when they are 22. They just don’t have any money,”
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says Gregory Gibb, chief executive of Lufax, a Chinese online finance marketplace

(The Economist, 2017).

China is shaping the future of global tech. China is the country with more
internet users than any other—more than 700 million -- as well as the world’s
leader in financial technology. China is, by far, the biggest market for digital
payments (nearly half of the global total) and for online lending (three-quarters
of the global market). Chinese internet leaders Tencent and Alibaba have a
combined valuation of one trillion United States dollars. China’s middle class
consumers, a demographic which has been growing along with the increasing
popularity of the internet in the country, have always been inclined to shop
online - in 2020, over 60% of all online sales are expected to come from China

(see Figure 4).

Retail Ecommerce Sales Share of Worldwide, China*
vs. US**, 2015-2020

% of total

2015 2016 2017 2018 2019 2020
M china* W us** [ other

Note: includes products or services ordered using the internet via any
device, regardless of the method of payment or fulfillment; excludes travel
and event tickets; numbers may not add up to 100% due to rounding;
*excludes Hong Kong; **forecast from May 2016

Source: enMarketer, AUg 2016
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Figure 4: Global Retail Online Sales
Source: eMarketer (2016)
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Chinese are growing increasingly wealthy - the number of individuals
with more than ten million Renminbi (RMB) in investable assets has increased
by 24% annually in the last decade to 1.6 million in 2016 (Figure 5). There is
evidence of a shift in behaviours in affluent Chinese consumers toward wealth
and longer-term investing. The Chinese are growing comfortable with their
finances and seeking to spend more and invest more, rather than keep a static
savings account. At the same time, volatility in domestic financial markets and
currency depreciation has promoted interest in overseas investing for risk
diversification. As quality providers of wealth management are still largely
lagging, the market presents vast opportunities for a roboadvisory business:
there is evidence that many younger, affluent Chinese investors are becoming

increasingly interested in investing in online roboadvisors (Figure 6).

Mumber of individuals (in thousands) with investable assets greater than RMB 10M CAGR CAGR  CAGR CAGR
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Sources: Mafional Bureau of Stafistics of China; The People’s Bank of China; Shanghai Stock Exchange; Shenzhen Stock Exchange; China Banking Regulatory Commission,

Shanghai office; Her Mojesty’s Revenve and Customs [UK); US Internal Revenve Service; Mational Tax Agency of Jopan; Mational Tax Service of Korea; US Federal Reserve;
Bank of Koren; Bank of Jopan; World Bank; Bain analysis

Figure 5: China HNWI Population
Source: Zheng and Ott (2017)
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Automated Investing
Chinese investors’ robo-advisory receptiveness varies with
age and affluence.
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Figure 6: Chinese Investors Receptiveness to Roboadvisors
Source: Cerulli Associates Survey, The Wall Street Journal.

2.2 Management Industry

Wealth and asset management is a big business. Just in Europe, the global
asset management business involves more than 4,000 companies and employs
over 500,000 full time people (EFAMA, 2017). The value of global AuM reached
$69.1 trillion at the end of 2016, according to the Boston Consulting Group
(Beardsley, et al., 2017). It is expected to rise $101.7 trillion by 2020 according
to PricewaterhouseCoopers Technology (PwC, 2014). This includes all assets and
wealth professionally managed in exchange of management fees. Considering
that the average management fee is 1.13% (Mckinsey & Company, 2016), this

translates to a substantial yearly revenue pot of $1.14 trillion for the industry.

In terms of trends and growth of the industry, there are wide regional
differences regarding net new global flows - these differences are related to the
industry lifeblood, which is the increase in AuM net of market gains/losses. The

North American market remains the largest, with 48% of global AuM. However,
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growth in the US and in the other major developing markets is slowing down
markedly. In the US, AuM increased by 6% in 2016, but this small headline
growth is deceptive: after taking into account the gains in domestic equities in
2016, the net effect was an outflow of -0.3%. Asia, and China in particular, are a
notable exception to this trend (see Figure 2): annual AuM growth in Asia (ex-
Japan and Australia) was 12% in the period 2007-2015 and over 16% in 2016

alone.

2.3 The Roboadvisory Market

Technology has shifted the approach of nearly every industry over the
past decade, and the field of wealth management hasn’t been immune to its
influence. The rise of roboadvisors is shaking up the conservative wealth
management industry. Roboadvice has rapidly gone, in few years, from being an
innovation led by small financial technology, or fintech, start-ups, to being a key

component of the market, adopted by leading financial institutions globally.

Roboadvisors make automated portfolio management accessible,
affordable, and convenient. Attracted by the considerable pot of revenues in the
industry and by the large margins available in the early 2000s, roboadvisors
have entered the market in large numbers, putting the complacent business
model of legacy managers under considerable strain. Competition from low-cost
providers and regulatory pressures mean that wealth management is no longer
anything like the high-margin, low-maintenance business it used it be: wealth
managers’ profit margins have fallen by nearly a third over the past decade
(Greenhalgh and Noonan, 2017). Fees across the industry are falling and
becoming more transparent. Wealth managers who do not invest in online
systems, to be able to provide sensible advice at low cost, will be left behind and

possibly face an existential threat.

This trend toward transparency and low-cost investing has created a

fertile ground for the rapid growth of the roboadvisory industry. An analysis by
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Statista (2018) reveals that at the beginning of 2018, roboadvisors accounted for
approximately $371 billion AuM worldwide, over 70% of which is in the United
States. The United States accounts for approximately $266 billion of worldwide
roboadvisory AuM, while Asia accounts for $87 billion -- most of it in China, still
managed predominantly with a mixed robo/human advisory model. Europe

comes at some distance, with only $15 billion (Statista, 2018).

Roboadvisors have been growing AuM at an impressive rate in the few
years of their existence and this breath-taking speed of growth makes accurate
future predictions difficult. As a result, estimates for the future size of the
roboadvisory market by major well-known consultancy firms vary wildly:

e AT Kearney/EY/KPMG: $2.2 trillion for US alone in 2020 with an expected
compounded annual growth rate (CAGR) of 68% (Epperson, et al., 2015)

* Deloitte: $5-7 trillion for US alone in 2025 (Deloitte, 2017b)

 Business Insider Intelligence (Kocianski, 2017): $1 trillion by 2020 and $4.6
trillion by 2022 worldwide

e Statista (2018): AuM is expected to show a compounded annual growth rate of

37.9% from 2018 to 2022, resulting in the total amount of $1.35 trillion in 202.

For the purposes of this study we will use the forecasts of Statista, which
we believe give a more realistic estimate of current AuM and are more
conservative. Expected rates of growth vary considerably among different
geographical areas. While the US is currently the biggest market for
roboadvisors, Asia, with its younger, more affluent, and tech-savvy population, is
forecasted to grow at a much quicker pace (67.7%) and to overtake the US in 5
years, becoming, at approximately $700 billion, the biggest market for
roboadvisors in 2022 (Figure 7).
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AuM in Roboadvisors per Region ($bn)
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Figure 7: Roboadvisors - Expected AuM Growth per Region

While it is difficult to make accurate predictions in an industry that is
growing so fast, the evidence is that roboadvisors are rapidly increasing in
popularity and becoming the biggest disrupter in the investment space:
launching an on-line offering is rapidly becoming a necessity for legacy wealth
managers and institutions. We believe that, in the future, a significant part of the
wealth will be managed online, completely or partially (combined with human
advice), and that traditional managers, to survive and thrive, will have to

implement some form of online offering.

Emerging markets, particularly in Asia, are poised to become the biggest
market and source of revenue for roboadvisors: this is of particular interest for

Forex companies for promoting their websites and acquire more clients.
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Chapter 3

Detailed Strategy

The objective of this section is to discuss the overall strategy of the

roboadvisory business of the Company.

3.1 Overall Strategy

An overview of the main potential “risks and rewards” of the project is
shown in the SWOT analysis in Figure 8. A SWOT analysis is a structured
planning method used to evaluate the Strengths, Weaknesses, Opportunities and

Threats involved in a project.

STRENGTHS

Brand

Economies of scales in Markating, 1T
and Complianca

Large existng chents base

Lew incrarmenial client acouisan
Cosl

Fast growng markel, likely to be the
future of wealth managamani
Diversification from Fx Business
Axgig faat growing market Sow
competition

Gap in the market for an improved &
customised prodict

OPPORTUNITIES

Figure 8: SWOT Analysis

Overall, the main weaknesses and risks we identified are associated with
the complexity of the projects, the low margins in the industry, and the high level

of competition in some markets such as the United States. Moreover, the
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roboadvisory product is cyclical, meaning that it is sensitive to the business cycle
and revenues can fluctuate. The roboadvisory product has not been tested yet in
a severe bear market, where roboadvisory could experience substantial

outflows.

On the positive side, this project plays well to the strengths of Forex
companies: the established brand, large potential economies of scale, and
existing client base are significant advantages. This can allow Forex companies,
similarly to other institutional players, to significantly lower customer
acquisition and maintenance costs: this is a key potential advantage and will be

discussed in more detail in the Budget section.

Overall, we believe that the main strategy of the robo business should
focus on the following aspects:
1. Exploit the gap in the current robo market: develop an innovative product
with enhanced investment process and customization features;
2. Focus on fast growing and low competition geographical markets such as Asia
where brokers are already strong and can leverage experience and an existing
customer base;
3. Costs and profit margins are key. Develop a systematic strategy to:
a) Reduce costs in marketing, existing infrastructure and customer base;
and
b) Keep management fees low to attract investors but maximize margins
by generating additional revenues through customization and add-on
features.
Costs and profit margins will be discussed in detail in the Budget section. In this

section, we will focus on the key features of an improved and innovative product.

3.2 Building an innovative product

Roboadvisors offer cheap and transparent advisory services but the major

drawback is that they provide ready-made, standardized, non-interactive,
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investment advice. This is a serious handicap that limits the appeal of the service
to the main target market: the younger, tech-savvy individuals that are the
natural clients of this type of new service. This generation of “digital” natives is
likely to dominate the future clientele base of roboadvisors and, ultimately, of all

wealth managers.

As such, we believe there is a gap for a substantially improved
roboadvisory product and that there are two main areas of opportunity to
differentiate product from the current standardized market offering:

1. Investment process: the main source of revenue for roboadvisors is a

management fee, so business success is dependent on a successful long

term relationship with investors. We want clients to be happy, invest
more money, and refer others. Therefore, investment performance is
important. Most roboadvisors, for simplicity, use simple automated
models to build investors’ portfolios and to select underlying ETFs. While
this approach is seductively simple to use and understand, it typically
suffers from several important drawbacks that can severely impact the
performance of investors’ portfolios and increase risks of large losses.

With the increase of modern computing power, we can replace these

simplified models with more advanced and realistic techniques, aiming to

improve investment performance.

2. Customization: create an “interactive” product that involves customers

in the investment process and creates a deeper, more satisfying

experience. We believe that this type of product plays well to the

strengths of Forex companies to have a significant competitive advantage.

3.3 Investment process

Ultimately, success in a roboadvisory business relies on investment
performance, which is essential to be able to increase AuM by both retaining and
attracting new clients. We will analyze in the next sections the two main ways to

increase performance:
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¢ Adding value: build portfolios that outperform the competition.
e Reducing costs: performance is uncertain, but costs are not. Therefore,

reducing costs is the only guaranteed way of increasing performance.

3.4 Adding value

“Optimal portfolios are identified using Modern Portfolio Theory (MPT)
[...]. While MPT has its limitations, especially in the area of very low probability
significant downside scenarios, we and our advisors believe it is the best
framework on which to build a compelling investment management service.” -
Wealthfront’s Investment Methodology (“Wealthfront Investment Methodology
White Paper,” 2018).

Modern Portfolio Theory helps investors construct risk-averse portfolios
to “optimize or maximize expected market return” (Investopedia, 2018).
Depending on the level of risk, investors can construct a portfolio that offers the
maximum or best return. Another option offered by the MPT framework is that,
based on a given desired return, a portfolio can be developed with the lowest
possible risk. MPT is the backbone of many investment management
philosophies today. The theory was introduced by Harry Markowitz in a paper in
the Journal of Finance 1952; he was a recipient of the 1990 Nobel Prize in

Economics for this pioneering work (Investopedia, 2018).

Most roboadvisors, for simplicity, use the traditional Modern Portfolio
Theory (MPT) to build investors’ portfolios. While the MPT approach is
seductively simple to use and understand, it suffers from several important
drawbacks limiting its applicability in practice. It assumes, among others,
normally distributed returns, the same preference functions for all investors, a
single time horizon and no transaction costs. These assumptions are all highly

unrealistic in the real world.
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Black Monday, which occurred on October 19, 1987, was a 21-standard
deviations event in which the Dow Jones Industrial Average lost 22% in a single
day (“Black Monday”, 2018). According to the MPT framework, we should expect
to see such events no more than once every 8.4 x 10° years. Over the next two
days, on October 20 and 21, 1987, the market experienced a more than 5-sigma
event which is statistically possible once every 9,500 years. Three “once-in-a-
lifetime” events occurred within the timeframe of three short days. Analogous
events happened in the financial crisis of 2008, which was the worst economic
disaster since the Great Depression of 1929 (Amadeo, 2018). In other words,
according to the MPT framework, we live in an ideal world of robo-investors
with perfect and frictionless markets. This model is hardly applicable in practice,
and may lead to grossly unrealistic and brutally “painful” results when used for

financial planning.

MPT is a simple model: while it was okay to use in the pre-computers era
of the 1970s and 1980s, there is no reason to stick with it today given the
increase in modern computing power. Portfolio Optimization Algorithm (POA;
Wiecki, 2015) aims to differentiate from the MPT approach of traditional robo-
advisory offerings and to offer a more realistic solution to investors through
more realistic return and risk measures and more realistic measures of
relationships between assets. POA offers use of more realistic return and risk
measures than MPT. Volatility is not always bad for an investment, but the
problem with the commonly used measure of volatility, standard deviation, is
that it assumes normally distributed returns and it is symmetric: it penalises a
+20% performance in the same way as it does for a -20% loss. The POA will use
more realistic measures such as CVAR and CVAR ratio. Conditional Value at Risk
(CVAR95) is the average real loss (or gain) in the worst 5% of the empirical
distribution. The CVAR ratio is computed as average geometric returns divided
by the CVAR and is a measure of return obtained for each unit of risk taken.
CVAR penalizes only extreme negative fluctuations of an asset/portfolio and

have no unrealistic normality assumptions.
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POA also offers the use of more realistic measures of relationships
between assets. As an old Wall Street saying goes: “In a financial crisis, all
correlations go to one.” Correlations used in MPT models assume simplified
linear relationships between returns in different investments. In reality, there is
strong evidence of non-linearity in markets - during crises, correlations tend to
increase significantly, and different assets and markets tend to move down
together. In practice, we think we are diversified, but we are sitting on a portfolio
whose assets tend worryingly to go down all at the same time in difficult
markets. The POA will aim to create more realistically diversified portfolios
through models based not on theoretical distributions (e.g, a normal
distribution) but on actual real data and on scenario based models (e.g., Monte

Carlo simulations).

A simplified example of the outcome of the POA is the objective here is to
create portfolios that are more stable and diversified with respect to the
simplified MPT aiming to give investors a better “bang for the buck” - higher

returns per unit of (real) risk taken.
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3.5 Reducing costs

Performance is uncertain, while costs are not. No matter how much we
strive to add value, there is no guarantee of future performance. Moreover,
roboadvisor portfolios are long-only with limited possibilities of
hedging/strategy deviations: they will always follow the market to an extent. The
only guaranteed way of improving performance for investors is to reduce the

costs of their portfolios.

Most roboadvisors identify costs with just the total expense ratio (TER) of
the portfolio’s underlying funds and exchange traded funds (ETFs). However,

this is a gross, and misleading, oversimplification.

The first step in establishing our low cost strategy is to identify the
building block of our portfolios: ETFs. We use ETFs and not active funds as there
is strong evidence that the vast majority of active funds underperform in the
market and that much of this underperformance is due to excessive fees. As an
example, Figure 9 reports the evidence for the US market by SPIVA (Standard &
Poor's Indices Versus Active), the most authoritative source on the active vs.
passive debate. In the last 5 years only 17.62% of the active funds outperformed
the S&P500, while a whopping 82.38% of them underperformed it. Evidence is

similar in most other markets.
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Figure 9: evidence on Active vs. Passive - SPIVA Statistics
Source: SPIVA U.S. Scorecard - Soe and Poirier (2017)

Costs are one of the most reliable and proven predictors of a fund’s
success. An extensive study by Morningstar computed the success ratio
(percentage of funds that survived and outperformed their category group) for
funds in different cost categories. In U.S. equity funds, the cheapest quintile of
funds had a total-return success rate of 62% after 5 years, compared with only
20% for the priciest quintile. Evidence overwhelmingly points to low-cost ETFs

as the best building blocks of investors’ portfolios.

The importance of low costs is magnified by the power of compounding.
The target market or roboadvisory is typically represented by younger investors
who need to invest for the long term, so even small differences in costs,

compounded, can make a huge difference in performance.
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Figure 10 illustrates a comparison of the typical cost structure of
roboadvisors versus their typical competitors. While roboadvisors are normally
able to contain total costs below 1%, the total costs of traditional wealth
managers (typically 3%+) and private banks (typically 4%+) are much higher.
Estimated average total costs of traditional wealth managers are currently

around 3.65% a year according to the Financial Times (Dunkley, 2014).

Costs Comparison

5.0%
4.5%
4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
it A

Robo Wealth Man Private bank

B Custody/Admin ®Fund Fees ™ Man Fee Trading Costs

Figure 10: Comparison of the typical cost structure of roboadvisors versus

their typical competitors.

This translates, on an investment of €100k and and assumed 6% performance
before fees, in a difference in performance of over 100% over 20 years between

the roboadvisor and its competitors (Figure 11).
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Investment Performance - 20 Years

€ 281K (+181%)

Figure 11: Investment performance over 20 years for Roboadvisory,

Wealth Management, and Private Banks.

Keeping costs low is critical, and low costs are one of the main selling
points of roboadvisors. While maintaining a cost advantage over traditional
managers is easy, it is a much more challenging task when competing with other

cost-efficient roboadvisors.

3.5.1 Advanced Marketing

Advanced Marketing algorithms can segment, profile and target customers
accurately and cost-effectively. The main features of advanced marketing
algorithms include the collection and storage of relevant data related to
customer behaviour, past actions and preferences to:

a) Perform accurate and cost-effective customer segmentation, profiling and
targeting aimed to determining stocks/ETFs/products attractive to specific
groups of customers;

b) Identify possible cross-selling opportunities for Forex companies;

c) Select and constantly update possible choices for the customizable part of the
portfolio (e.g. messages and pop-ups with suggestions, similar to Amazon or

Google);
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d) Supply customers with

preferences/interests.

news feeds according to

The objective of advanced marketing is to maximize customer engagement and

involvement and ultimately to maximize revenues earned from the customized

part of the portfolio and increase customer retention.

3.5.2 Budget and Financial Projections

This section will summarize the expected budget requirements and the

estimated financial projections for the roboadvisory business. The main

assumptions underlying the projections are summarized in Table 1 below.

Variable

Main Assumptions

Pricing Strategy

Management Fee of 0.45% (lower range of
the typical fees in the European Union and

Asia)

Estimated Market Share/AuM

Forecasts of Roboadvisory AuM in the next
5 years: Statista projections (see Section
2.2)

 Estimated Market Share of roboadvisor:

e US market: 0%

e EU/Asian Markets: Negligible at start
and increasing gradually in 5 years to
0.35% of the robo market in the EU, and
0.45% in Asia

Costs

@® Initial estimated costs: €700k
@® Variable costs: estimated as 0.2% of

AuM (typical costs for institutional
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players) with a minimum of €500k
® Client Acquisition cost